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The Bank publishes from time to time in this 
REVIEW signed articles by exponents of different theories 
on questions of public interest. The Bank is not 
necessarily in agreement with the views expressed in 
these articles. They are published in order to stimulate 
free discussion and full inquiry. 
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Next Steps in U.S. Trade Policy 
By Herbert Stein 


EN a Republican President and Congress were 
elected in the United States in November, 1952, there 
were many who feared (and others, perhaps just as 

many, who hoped) that the twenty-year-old trend towards 
liberalization of U.S. trade policy would be reversed. The 
Republicans had been traditionally the party of protection. 
Each of their previous accessions to power—in 1888, 1896 and 
1920—had been shortly followed by an increase in the tariff. 
The behaviour of the Republicans in Congress since 1945 had 
been generally consistent with this tradition. 

At the same time there were others who hoped that the 
election of Dwight D. Eisenhower would not only confirm but 
also revitalize and accelerate the policy of reducing trade 
barriers. Mr. Eisenhower was presumed to be sympathetic to 
the idea of freer trade, although the evidence on this point 
was largely circumstantial. With his enormous personal 
popularity, it seemed likely that his lead on foreign trade 
matters would be followed by a large number of Republican 
Congressmen, including many who would have resisted the 
lead of a Democratic President in the same direction. Most 
of the Democratic side in Congress could also be counted on to 
support a trade liberalization programme—out of conviction, 
tradition or sectional interest. Thus President Eisenhower 
would be able to muster more Congressional backing for 
reduction of trade barriers than President Truman had been 
able to do. 

Neither of these expectations has been fulfilled in the 
first eight months of the Eisenhower Administration, which 
include the first session of the new Republican Congress. 
There have been a number of moves on the trade front and 
several skirmishes—some of which at the time looked like the 
real battle. But only one important decision was made: a 
decision to postpone the issue. For the time being, the future 
of American trade policy is in the hands of (yet another) 
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government investigating commission. The Commission will 
not itself decide the issue; it will only report findings and; 
recommendations to the President and the _ earn But no 
decisions will be made until the Commission has submitted 
its report, which is due in March, 1954, but could easily be 
delayed. 

Although nothing has been decided, and future policy 
is uncertain, the uncertainty does not seem so great as it did 
in January, just before the inauguration of President 
Eisenhower. The range of likely possibilities has narrowed. 
The possibilities still include a movement towards more 
restriction and a movement towards less restriction, but 
probably not a radical movement in either direction. We are 
not going to return to the Smoot-Hawley tariff of 1930 or 
even to the level of duties that existed before the General 
Agreement on Tariffs and Trade in 1947. On the other hand, 
we are not in for a dash to free trade. The forces at work, as 
they have revealed themselves under the present Administra- 
tion, are too closely balanced to permit a fundamental change 


of policy. This refers not only to the balance between the | 


Democrats and the Republicans, between the Administration 
and the Congress, and between import competition and 
export opportunities. It refers also to the balance of 
considerations in the minds of the large group of middle-of-the- 
road Americans, 

* * * 

The decision of the Eisenhower Administration to postpone 
the trade issue was not a decision to call a halt, even temporarily, 
to a vigorous, progressive programme of trade liberalization. 
The fact is that the trade liberalization programme was grinding 
to a halt anyway, irrespective of the elections. The programme 
had lost its impetus, and if it was to be revived it needed new 
— in its support and probably new sponsors and new 
orms. 

This loss of impetus cannot be explained by the fact that 
we have had more Republicans in the Congress since 1946 
than we did for many years before that. The Republicans have 
accepted many programmes, both foreign and domestic, that 
they would not have dreamed of accepting fifteen years ago. 
Why have they not accepted liberalization of trade? Neither 
does the explanation lie in the presence of particular interests 
that fear import competition. We have special interests in a 
great many matters of public policy and they do not always 
prevail. Why are they more successful in this case ? 
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The answer seems to be that the trade liberalization 
programme does not have strong, broad-based public support, 
even if we take into consideration only that part of the public 
that has some opinion on the subject. The case for expansion 
of trade is not vivid and persuasive to the large segment of the 
American public that is not immediately affected. This is 
not to say that they are protectionists. Various polls have 
shown that a majority is “for” trade. But they are also 
sympathetic to the plight of those who are, or might be, 
injured by increased imports. 

The main instrument of U.S. commercial policy for the 
past two decades has been the Reciprocal Trade Agreements 
programme. This programme was carried on by the 
Administration under the authority of an Act of 1934 which 
empowered the President to negotiate reductions, up to 50 per 
cent., from the tariff rates of 1930 in exchange for reciprocal 
concessions from other countries. The Act has been con- 
tinuously extended, with some amendments, the most recent 
extension being for one year from June, 1953, to June, 1954. 

Two main arguments have been made to justify the trade 
agreements programme to the American people. The first 
was that the programme would help relieve unemployment and 
agricultural depression. Reciprocal trade agreements were 
initially viewed as a way of promoting American exports by 
inducing other countries to reduce trade barriers. The second 
argument, which attained its greatest influence at the end of 


_ the second world war, was that the trade agreements pro- 


gramme would be an effective instrument for helping to 
maintain world peace. It would enable the United States to 
lead a world movement toward reduction of trade barriers. It 
was an essential part of the whole post-war package that also 
included the Monetary Fund, the World Bank, and foreign 


. aid in various forms from which we were to get relief, recon- 


struction, prosperity, reduction of economic conflict, mutual 

interdependence, mutual understanding and peace. It was 

largely under the influence of this kind of reasoning that 

Congress in 1945 not only extended the Act but increased the 

oe authority to reduce rates—the only time this has 
ppened, 

Each of these arguments has become less and less 
compelling to the American public. First as to the economic 
argument, which was initially an appeal to the goal of higher 
employment. Reciprocal tariff reduction could pass muster 
as a recovery measure in 1934 for a very simple reason: we 
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were in a desperate situation and willing to try anything, 


However, since the end of the war we have had high employ. ' 


ment, we have had greater confidence in our ability to maintain | 
it and, in so far as we have been concerned about the future, 
we have looked to stronger and more certain means than trade 
policy to sustain employment. Echoes of the old high employ- 
ment case for trade are still heard, but they evoke little response, 

Of course, even aside from the question of high 
employment, there would be economic gains to the United 
States from the reduction of trade barriers. But the classical 
argument for gains from trade through more efficient use of 
American resources does not carry great weight in America, 
for many reasons. One of the most important of these reasons 
is that all the numbers are too small to be impressive. The’ 
most far-reaching suggestion for trade liberalization advanced 
by any official body would have increased U.S. imports by 
about $1 billion a year. In an economy with an annual gross 
product of $370 billions, no conceivable economic gains from a 
$1 billion expansion of foreign trade can be decisive. 

The position is somewhat different with respect to the; 
case for trade liberalization as a means of promoting peace by 
pone the strength and solidarity of the free ould. This 


substantial appeal to a large number of Americans who are! ; 


unaffected by or unimpressed by the direct domestic economic| 
consequences of trade policy. It has potentially much greater 
appeal. But it is not as strong a factor in public thinking as it 
was, Say, in the years 1945-1947, nor is it as strong as it would, 
need to be to support a revised programme for reduction of 
import barriers. American post-war international economic 
policy, of which trade policy is a part, suffers from its partial 
success as well as from its partial failure. The rest of the free 
world, which in this connection means essentially Western 
Europe, has made a substantial recovery from its immediate | 
post-war economic position. The world does not seem to be 
on the brink of disaster, and therefore vigorous action on our 
part does not seem urgently necessary in order to save the 
world. On the other hand, despite this recovery, despite our 
“ leadership ” in freeing trade and despite our aid, we are still 
a long way from that promised land of multilateralism, free, 
currencies, integration, co-operation and mutual under- 
standing—let alone of secure peace. Therefore it does not 
seem realistic to say that another billion dollars of U.S. trade, 
or of U.S. aid, would make the difference between achieving 
these objectives and not achieving them. 
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People who feel this way are not opposed to trade 
liberalization. Probably most of them are in favour of more 
trade. They think it is a “ good thing,” mainly because they 
accept it as being in some way connected with peace; but 
they also do not want a trade policy that injures any American 
industry. This seems to be the attitude of a large middle group, 
in between two other groups with less ambiguous views. On 
one side are those who regard freer trade as highly important 
and, while wanting to avoid injury to American industries, 
are unwilling to halt the trade liberalization programme in 
order to avoid injury. This has included the Administration 
and a growing proportion of national private leadership, 
including business leadership. The other group, including 
the potentially injured and the protectionists by conviction, is 
willing and eager to stop or reverse the programme. 


The dwindling of the relative importance of trade in the 
minds of the middle group, to the point where it had hardly 
more weight than the avoidance of domestic injury, explains 
the impasse of the trade liberalization programme in the last 
few years: for the programme could go neither forward nor 
backward without the support of the middle, and the middle 
was too much “ for” trade to permit the programme to be 
junked but too much posse about injury to permit the 
programme to work effectively. 


Thus the Administration, committed to a programme of 
stimulating trade, found itself relying upon the left-over 
authority of an Act adopted almost twenty years ago in quite 
different circumstances. It could muster enough support to 
get the Act renewed, by the skin of its teeth, from year to year. 
But it could not get its authority broadened or adapted to a 
situation for which “ reciprocity” was not the answer. In 
fact, it was exceedingly doubtful that the Reciprocal Trade 
Agreements Act could have been passed anew any time after 
1947 if it had not already been on the books. Even in exercising 
the authority it legally had, the Administration had to proceed 
with extreme caution, lest it stir up protests that would wreck 
the programme. 


On the other hand the opposition, working mainly through 
the Republicans in Congress, could not reverse the programme 
and could not quite stop it. They could embarrass the 
Administration by such symbolic acts as inserting in the Trade 
Agreements Extension Act an amendment stating that the 
Act did not constitute approval of GATT. But they could 
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not force withdrawal from GATT. They could make con- 
tinuation of the Act uncertain, and contingent upon “ good’ 
behaviour,” but they could not kill it. 

A leading example of the stalemate situation is the “* esca 
clause ”” amendment, first inserted in the Reciprocal Trade 
Agreements Act in 1948, deleted in 1949 and reinstated in 
1951. This amendment directs the Tariff Commission, a 
bipartisan body, upon petition by interested parties, to 
determine whether a domestic industry has been injured or is 
threatened with injury by increased imports. If it finds injury, 
the Tariff Commission is to make a public report and 
recommend corrective action—i.e. higher tariff rates—to the 
President. But the President is not required to accept these 
recommendations. Thus the Congress indicates its belief that 
injury (undefined) to a domestic industry is prima facie evidence 
that import duties should be raised. The President is left with 
the final responsibility and legal authority. But his ability to 
negotiate trade agreements would be greatly hampered if he 
allowed any large number of the concessions he granted to be 
overturned by the subsequent findings of an independent! 
agency, while he would be considerably embarrassed at home if 
he had to reject a large number of recommendations of a 
commission that he had appointed, even if he did not control it. 

There have been very few applications for tariff relief! 
under the escape clause. In only five cases has the Commission 
recommended relief and in only two cases has the President 
approved the relief. In two cases President Truman was able 
to deny the recommended relief on the ground that injury 
had not been demonstrated. The famous briar pipe case, which 
came up to President Eisenhower, is in suspension. The point 
being made here is that, even while extending the Reciprocal 
Trade Agreements Act, the Congress was able to impose 
conditions that both friends and enemies of the programme 
regarded as severely restrictive. 

In the spring of 1952 the Truman Administration 
appointed a commission of public (non-governmental) members 
—the Bell Committee—to study the trade programme. There 
was no visible necessity or occasion for the Administration to 
invite an outside group to examine a programme that the 
Administration had developed, ek and sponsored for 
many years. The only reasonable explanation for this action 
is the Administration’s recognition that the programme was 
on dead centre, and not only because of the opposition of 
special interests. The Bell Report, which was not completed 
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until after the change of Administration, emphasized the 
importance of a reduction in trade barriers to the national 
interest. But it also reflected the need for both greater under- 
standing by the American public and new instruments and 
policies to further this objective. Probably the most significant 
aspect of the report was the attempt to suggest the outlines of 
a constructive approach to the problem of injury. 

It was this (unfinished) study report on unsolved problems, 
rather than an effective, going trade programme, that the 
Truman Administration bequeathed to its successor. 

* * * 

The first clue to the line the Eisenhower Administration 
would follow was given in the briar pipe case. The Tariff 
Commission had found that the American briar pipe industry 
was being injured by imports, mainly from Italy. Early in 
January it recommended to President Truman that the tariff 
concession on briar pipes be withdrawn. President Truman 
did not act on the recommendation and President Eisenhower 
found the case on his desk when he took office. After parleys 
with Congressional leaders, the President returned the case to 
the Tariff Commission with a request for more information ; 
meanwhile, the tariff concessions would remain in effect. The 
additional information was of a character that would take a long 
time to assemble. It seems unlikely that anything more will 
be heard about briar pipes this year. 

The significance of this clue was not at first fully 
recognized. That the new Administration should want to 
avoid being forced into a position on trade policy on an 
intrinsically unimportant issue within a few days of taking office 
was understandable. But the Trade Agreements Act was due 
to expire on June 12th, 1953, and the question of its renewal 
would have to come up in advance of that date. There was a 
general expectation that the Administration would reveal its 
position in connection with the renewal. Instead, the 
Administration asked for a one-year extension of the Act, with 
the understanding that this would not imply any commitment 
either by Congress or by the Administration on permanent 
policy. A commission, including members from Congress and 
members appointed by the President, would be set up to study 
the problem of foreign economic policy and to report in the 
spring of 1954. It was essentially on these terms that the 
matter was left by Congress when it adjourned early in August. 
_ The reasons for the decision to postpone the issue are 
important in the attempt to foresee what will happen after the 
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intermission. Why did not the President, in what is supposed 
to be the honeymoon period after election by a tremendous’ 
majority, announce his programme, knock a few Congressional | 
heads together and, if necessary, appeal to the public for, 
support ? 

One possible explanation is that the President, who had 
surprised many people by being first a Republican and secondly 
a conservative, had turned out to be a protectionist. Another 
explanation is that the Administration felt that postponement 
was the most it could get out of Congress—that it would be 
unsuccessful in trying to get further liberalization or even 
confirmation of the existing situation on anything but a stop-gap 
basis. If either of these interpretations is correct, the prospect 
for future reduction of U.S. trade barriers is dim indeed. 

There are, however, other possible interpretations, which 
seem more consistent with the actual situation and with the, 
personalities involved. To ask why the Administration did not 
announce its programme and fight for it is to assume that the 
Administration had a programme. But the Administration did 
not have a programme. This does not mean that the/ 
Administration did not know whether it was protectionist or! 
not. But not being protectionist is not a programme. There 
are important questions of how and how much and how fast;| 
and the Administration is composed of people who had never 
had to face these questions before. 

Some of these questions revolve around the problem of 
injury to U.S. industries. On this point, many statements of. 
the Administration conform to what has been described here 
as the middle view—for trade and against injury. Before it! 
can have a programme the Administration will have to advance| 
from this position. It will not be sufficient simply to decide 
that promoting trade is more important than avoiding injury. 
It will also be necessary at least to explore the possibilities of 
simultaneously promoting trade and moderating injury by 
selectivity and gradualness in tariff reduction and by measures 
—other than import restrictions—to assist the affected 
industries. 

Even if the Administration had a programme, which it did 
not, there were good reasons why its first move should not) 
have been to try to force that programme through the Congress. 
President Eisenhower has shown on every subject his deep 
desire to govern by consent, and with the voluntary, under- 
standing co-operation of Congress, if possible. With respect 
to trade policy there were especially strong reasons for trying 
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to obtain Congressional and public support by education and 
persuasion rather than by resort to the power of the Presidency 
and the Eisenhower personality. Stability in trade policy is 
essential to the promotion of imports. Many people have 
pointed out that the effectiveness of U.S. tariff reductions in 
the post-war period was limited by the constant danger that 
Congress would overturn the programme. There is no way to 
get around the authority of Congress in making tariffs—and 
while individual Presidents come and go Congress goes on 
forever. The hope jor a trade policy that would be not only 
more liberal but als» more stable lies in a change of attitude 
on the part of Congress and the public. 

On this interpretation, the purpose of the postponement 
and of the commission study is to give time for the development 
of a programme under auspices that will enhance its Congres- 
sional and public acceptability as much as possible. 

* * * 


Critics of the Administration approach maintain that too 
high a price was paid for postponement—that under the guise 
of postponement important steps in a restrictive direction were 
taken. To evaluate this claim it is necessary to look at what 
actually did happen during the 1953 session of Congress, and 
particularly to distinguish between what seemed about to 
happen and what finally resulted. 

If the Administration did not have a programme at the 
opening of Congress, the protectionists did. The programme 
had two parts, both of them embodied in one bill—the Simpson 
Bill—introduced early in the session. One part was to make 
the escape clause procedure more effective in getting tariff 
concessions withdrawn. The Simpson Bill proposed to do this 
by making the findings of the Tariff Commission binding upon 
the President and by changing the composition of the 


of Commission. Instead of having three members from each party 


the Commission would have had seven members, permitting 
the Republicans to have a majority representation of four. In 
addition, ‘‘ injury ’’ would have been redefined so as to make 
its existence easier to demonstrate. The second part of the 
protectionist programme was to recapture the details of tariff 
making for the Congress. As a step in this direction the Simpson 
Bill provided for quotas on the importation of petroleum 
products and for higher duties on lead and zinc. 

After much debate and manoeuvring all of this was finally 
defeated—with essential aid from the Democrats in Congress. 
The Trade Agreements Act was extended for a year with 
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only one amendment, which provided that in the event of a 
tie vote in the Tariff Commission reports from both sides! 
should be sent to the President. The President was initially | 
willing to accept the seven-man Tariff Commission, but the 
opposition of the Democrats and more moderate Republican. 
Senators saved him from this. 

President Eisenhower has had two vacancies to fill in the 
Tariff Commission. His appointment of two protectionists, 
one reputedly of fairly extreme views, caused some raising of 
eyebrows among those hoping for a more liberal trade policy. 
But here again the fact is that the status quo has been preserved, 
not that a retreat has begun. The two vacancies were 
Republican vacancies. The previous incumbents had been 
samo mp one, who had been appointed by President 

ruman in 1946, being quite uncompromising. It is not clear 
that the complexion of the Tariff Commission has been 
significantly changed. 

Undoubtedly, the President could have found two 
Republicans for the Tariff Commission more devoted to the 
expansion of trade, less likely to find domestic industry injured, | 
than the two he named, but even from the liberal standpoint | 
this would have been of doubtful wisdom. A programme of 
reducing trade barriers requires a large delegation of Congres- 
sional authority to the Executive. Particularly, Congress will 
have to deny itself the right to intervene legislatively on behalf 
of constituents affected by the trade policy. It seems clear that 
Congressmen will not deny themselves in this way unless there . 
is some independent authority to which their constituents can 
be referred for a fair hearing. It would be unwise to allow 
suspicion to develop about the impartiality of this body— 
impartiality from the protectionists’ point of view, of course— 
especially if the number of cases continues to be small. 

The newly constituted Tariff Commission has rendered) 
a decision in one escape clause case. It agreed unanimously 
that the makers of metal watch bracelets had not been injured 
and should not get tariff relief. This does not prove much; 
the case seemed pretty clear. But precisely what had been 
feared of the new members was that they would find injury 
when there was clearly none. 

For several years all programmes for reductions of U.S. 
trade barriers have included as one plank the simplification of 
U.S. customs procedures. Bills to that end have been 
introduced in previous sessions of Congress, but always failed 
to pass. This year a Customs Simplification Bill, in essence 
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similar to those defeated or pigeon-holed earlier, was passed. 
It is true that the law as passed omitted certain important 
changes that had been proposed as part of customs 
simplification. While nominally procedural, however, these 
proposed changes would in fact have had a significant effect 
in lowering duties. It could therefore be plausibly objected 
that they did not belong in a “ simplification” Act. In any 
case, their omission does not detract from the progress that 
was made. 

Finally, there has been one well-publicized case this year 
under the Buy-American Act—depression legislation that in 
general directs government procurement agencies to buy from 
U.S. suppliers unless the national interest dictates otherwise. 
Conforming to this legislation, as they interpreted it, the 
Department of Defence rejected bids by a British firm to 
supply electrical equipment for the Chief Joseph Dam. Ina 
world looking for clues to Administration policy this attracted 
a great deal of attention, especially as the decision had been 
made at a very high level. Probably less attention was paid to 
the fact that the British and American bids had not been on 
identical specifications and that on subsequent bids for the 
same project the British firm was awarded the part of the 
contract on which it was low. Neither this nor other contract 
awards indicate any intention to apply “‘ Buy America’”’ more 
restrictively. Indeed, there has been discussion within 
the Administration of changes in the regulations governing 
“Buy America” that would reduce its restrictiveness. 

his is not a record of brilliant advance toward trade 
liberalization but neither is it a record of retreat. It does not 
provide the basis for extrapolating a trend toward restriction 
of trade. All that can be fairly said is that the Administration 
decided to maintain the status quo, and succeeded. 
* * ok 


The next move in trade policy is up to the new Foreign 
Economic Policy Commission, established at the President’s 
request. The Commission is just starting work and is expected 
to report some time in 1954, although possibly not as early as 
March 6th, which is the scheduled deadline. For the time being, 


' speculation about the future of U.S. trade policy is speculation 


on of 
been 
‘ailed 
sence 


about what this Commission will recommend and about how 
influential its recommendations will be. 

__ The Commission consists of seventeen members, seven, 
including the Chairman, named by the President, and three 
Republicans and two Democrats from each House of Congress. 
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The seven Presidential appointments have been greeted with of tl 
approbation by most persons who hope for liberalization of} shot 
U.S. trade policy. One has a reputation as a protectionist, but) loca: 
not of the variety with whom discussion is futile. The others 
are counted on to give great weight to the need for reduction) choj 
of U.S. trade barriers. But none is vulnerable to attack as prof 
visionary, un-American or unfamiliar with the facts of the’ som 
American economy. The Chairman, Mr. Clarence Randall of 
Inland Steel, was the conservative’s hero last year for his Con 
radio and television reply to Mr. Truman’s speech on the ery. 
seizure of the steel mills. 

Of the ten Congressional members, six seem rather 


clearly classified. Four are Democrats, all Southerners, all | Con 
with a record of support for the reciprocal trade programme 
and none under compulsion to fight the Eisenhower Administra... . 
tion if it follows a similar line. Two Republicans are probably , 
immovable protectionists. St 
This leaves the other four Republicans, certainly of YU 
protectionist leaning but possibly not immovable, in a key vt 
position. The line-up is such as to produce a “ free-tradish ” / neon 


majority report. But it will make a great deal of difference’ | 
whether the majority is ten, including none of the six, rane: 
Republican Congressmen, or, say, thirteen, including three ee 


Republican Congressmen. If all six Republican Congressmen | a 
oppose the rae | findings, the President will be embarrassed ne 
in accepting those findings himself, and will have great difficulty a 


in getting those findings through the Congress. At the best, ) ; 
the Administration would have in 1954 the fight it postponed P*°8 
in 1953. But if three or even two of the Republican Congress- 
men join with the majority, the rest of the road will be much | 
smoother. 

Thus the Commission will face the problem that had been 
postponed in Congress—the problem of obtaining the support) Perh 
of a few leading Republican Congressmen with protectionist ent. 
records and leanings for a programme of trade liberalization. 

It is not possible, of course, to say whether this problem will been 
be solved in the Commission. But against easy cynicism, a edu 
few observations may be offered. exch 

There are several reasons for believing that the problem! conc 
may be more successfully handled in a Commission study than 
it would be in the ordinary legislative process : exce} 

1. The members of the Commission will get a more musi 
balanced view of the case for, and implications of, a trade  tarifi 
liberalization programme than any Congressman could get out not | 
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of the legislative routine. In a Commission study the members 
should get closer to the world problem and farther from the 
local problem, bringing both into better focus. 

2. The Congressional members will not be faced with the 
choice of saying yes or, probably, no to an Administration 
proposal. They will have to participate in the attempt to solve 
some problems whose existence is undeniable. 

3. If they participate in the majority report the Republican 
Congressmen will find themselves in “ respectable’’ con- 
servative company. 

These favourable conditions will not make free-traders 
out of protectionists. They will probably not make a 
Congressman vote directly al specifically for lower tariffs on 
important products of his district. But neither of these is 
necessary for expansion of trade. 

To attempt to forecast the conclusions of the Commission 
would be unwise. This will be a genuine study, not a reformula- 
tion of previously determined answers. But there have already 
been a number of studies, public and private, of the same 
problem. The results of these studies have clustered around a 
common set of proposals. The consensus of these studies, 
moderated somewhat in line with Congressional attitudes, 
represents one of the possible outcomes of the Commission’s 
work. It is worth looking at a hypothetical programme of this 
sort to see whether it appears either too extreme to receive 
Congressional support or too weak to do much good. This 
programme might include : 

1. Extension of the Trade Agreements Act for more than 
one year but not, as sometimes suggested, indefinitely— 
perhaps for three years. 

2. Increase of the Presidential authority to reduce tariffs, 
perhaps to 50 per cent. of the present rates rather than 50 per 
cent. of the 1945 rates. 

3. Modification of the “ reciprocity ” feature, not, as has 
been proposed, by giving the President unilateral authority to 
reduce tariffs, but by allowing him to make reductions in 
exchange for benefits to the U.S. other than foreign tariff 
concessions. 

4. Retention of the escape clause machinery unchanged 
except to make it clear that to qualify for tariff relief an injury 
must be due to a tariff concession and to provide that after a 
tariff concession has been in effect for, say, three years it shall 
not be subject to overturn by escape clause action. 
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weak 
5. Establishment of an agency to facilitate adjustments! forei 
of industries or regions affected by import competition. This | 
might be similar to, and possibly merged with, the agencies| 
now concerned with small business and with depressed areas, | sibil: 
6. Revision of the “‘ Buy-America ” legislation to provide| tad 
that contracts shall generally go to the low bidder except where! othe 
national security or other national interest requires preference’ 10 
to U.S. sources of supply. to ct 


7. Next steps in customs simplification. ape 


, a na 

This would not go so far—at least in form—as many mal 
recent proposals. It would still leave uncertainties arising) <p, 
from the escape clause provisions and from periodic expiration) woy! 
of the Trade Agreements Act. It would leave unresolved the’ gepg 
contradictions between our agricultural policy and our trade rece: 
policy. The main significance of such a programme would be yjjj 
not in expanding the President’s authority but in giving him prog 
a vote of confidence for the authority he has. But this would be. And 
a substantial advance. deve 


Is there any chance that the more moderate Congressional / the 
Republican, specifically those on the Randall Commission,; mait 
will buy such a programme? One must confess to a certain, to ré 
amount of discouragement when one thinks of wool and 
watches, lead and cheese. But this is not all there is to the} hapy 
American scene. There is also the record of change in the’ at h 
views of the national leadership of American business on the oper 
trade question in the past fifteen years. There is the remarkable, be 1 
change in the attitude of Republicans in Congress on many dire 
matters, domestic and foreign, over the same period. There is| a R 
the need for the Republican Congress and Administration to| Con 
work out some more unified and constructive programme in relia 
advance of the Congressional elections of 1954. And there is| subs 
the still undiminished popularity and potential leadership of ' 
President Eisenhower. Was 


In the light of these considerations there seems to be a 
real possibility of working out within the Commission, and 
with the support of some of the Republican Congressional 
members, a programme that would free the President’s hand 
to conduct a less restrictive trade policy. If this support is not! : 
forthcoming, a struggle can hardly be avoided. The outcome 
of this struggle would depend upon the ability of the President 
to make an effective case to the American people for trade 
liberalization as part of a policy that will contribute to a more 
secure peace. This will be difficult, not because the case is 
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weak but because the American capacity for indifference to 

tments| foreign trade is enormous. It is not, however, impossible. 
oot ok * * 

encies | What has been suggested here is that the range of pos- 
areas,, sibilities for the near future includes moderate steps in a 
rovide| trade liberalizing direction as well as moderate steps in the 
where| other direction. A very slight recession in the U.S., big enough 
erence| toincrease the number of special injury cases but not big enough 

to create a national unemployment problem, may tilt the scales 

somewhat in the direction of trade restriction. But if we have 

a nationally recognized unemployment problem—and even a 
many small rise of unemployment would be recognized as a problem 
irising| —the results may be quite different. The reasons for this 
ration, would be mainly political. A recession would increase the 
ed the dependence of the Republican party upon the President. A 
trade recession in their first term in power since the Great Depression 
ald be. will certainly sink the Republican party unless thay have a 
g him programme that looks like a serious attempt to deal with it. 
uld be) And they cannot have such a programme unless the President 

develops one and obtains Congressional support. Moreover, 
sional{ the programme must not resemble the policy of the 1930’s, a 
ission,| main element of which, as the Democrats have never ceased 
ertain, to remind the country, was the highest tariff in U.S. history. 
1 and Even this “ optimistic” interpretation of what has 
to the} happened and may happen will be a disappointment to those 
in the’ at home and abroad who hope for a prompt and fundamental 
m the opening of the U.S. market to foreign suppliers. But it should 
rkable, be realized that even moderate steps in a trade liberalizing 
many direction may be of fundamental importance if once taken by 
ere is} a Republican government with the assent of a Republican 
ion to} Congress. For this would add greatly to the stability and 
me in| reliability of U.S. foreign economic policy, and it would make 
ere is| subsequent steps in the same direction easier to achieve. 


Lip of) HERBERT STEIN. 
Washington, 

be a September 3rd, 1953. 
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Savings and Planning in Asia 
By Geoffrey Tyson 


F we were to tabulate all the post-war planning projects of 

the countries of Asia, the total of new capital involved 

would be gargantuan. No Asian government can afford 
to be without an economic plan which, in the terminology of 
the Eastern democracies, has become the standard antidote for 
the alleged depredations of the former “ colonial economy.” 
Both terms are a little unreal. For the half century prior to 
1946 the colonial economies of Asia were neither as oppressive 
nor as unproductive as this derogatory expression itself would 
suggest. Since that date, the practical achievements of plan- 


) 


| 


| 


ning have lagged considerably behind the promises of the | 


national plans themselves. This latter fact 1s recorded with 
regret, because the appalling poverty of large parts of Asia 
must trouble the conscience of anyone who has lived in its 
midst for any length of time. 

Views will necessarily differ as to how conditions of life 


are to be improved; but whatever means are employed all | 


assume a certain volume of saving by the individual or the 
State, or by both. And this, as the following paragraphs will 


endeavour to show, is a very big assumption indeed. Conditions , 


vary in different parts of the vast continent and the quantum 
of domestic saving is greater in some Asian countries than it is 
in others; but in all—excluding the Chinese Republic, for 
which we have no data, and Japan, which is in a category by 


itself—it is less than is required to finance their ambitious | 


development schemes. This shortfall is clearly brought out in 
a report to U.N.O. by its Economic Commission for Asia and 
the Far East—* ECAFE ’—which has recently been made 
available to the public. This document, which bears the title 
Mobilization of Domestic Capital in Certain Countries of Asia 


and the Far East, brings to light facts which only too often ° 


the planners find it convenient to ignore and of which the rest 
of the world is but vaguely aware. 


I 
THE COMMISSION’S FINDINGS 
Before proceeding to consider some of the problems not 
fully probed in the report, but nonetheless highly germane to 
the subject of capital formation, it would perhaps be helpful 
to list the findings of the ECAFE inquiry. The tasks which 
await the various central banks are discussed with special 


) 


cts of | 


rolved 


afford | 


ey of 
te for 
my.” 
ior to 
eSsive 
vould 

lan- 


the , 


with 
: Asia 
in its 


f life 


d all | 


r the 
; will 


tions | 


ntum 
| it is 
, for 
ry by 


tious ° 


ut in 


}and | 


nade 
title 
Asia 


often ° 


rest 


; not 
le to 
lpful 
hich 
ecial 


17 


reference to their powers to regulate credit and their respon- 
sibilities as technical advisers to governments and as supervisors 
of commercial banking practice. The counsel so given follows 
familiar lines, and indeed confirms the code which most of 
these institutions have already set down for their own guidance. 
The same may be said of the advice which the Commission 
tenders in respect of the few organized money markets— 
these are, of course, dominated by the larger banks whose 
operations are mainly confined to urban areas, whereas the 
basic economy of the region is agricultural. 

On any reckoning, agriculture must provide a substantial 
part of the domestic resources necessary for economic develop- 
ment: the present enormously costly burden of rural finance 
is rightly stressed as well as the undesirable effects of money 
lending for consumption purposes. It is obvious that until 
the peasant can be assured of access to working finance on 
reasonable terms he is not likely to be able to make any sub- 
stantial contribution to the growth of development capital. 
The report proposes that there should be “ specific induce- 
ments ’’ to commercial banks to extend their activities into 
rural areas. 

Consolidation of the numerous small banks is recom- 
mended as a step which would promote public confidence. It 
is held that there should also be a strengthening of the co- 
operative movement, particularly of the primary societies 
which are the first and last link in the nexus between the peasant 
and the capital market proper. The report urges, too, that post 
office banking accounts should be regarded as an important 
means of securing increased rural savings, which implies more 
offices and improved services. Though growing, the insurance 
habit is largely confined to the towns of Asia and the suggestion 
is thrown out that governments might co-operate with private 
enterprise in special ventures to spread insurance facilities. It 
is noted that, with some exceptions, tax rates are generally 
high, though there is probably scope for increasing revenues 
by agricultural income tax and land taxes. The usurious 
money lender is condemned and, in general, it is advocated 
that governments should assume the main responsibility for 
mobilizing the savings of peoples who possess a highly 
developed money instinct but are lacking in the techniques and 
facilities necessary for organized investment. 
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ECAFE has certainly produced an exhaustive and valuable | 


factual report covering a considerable part of the world for | 


which there is very little reliable data on the subject of capital 
formation—and that has hitherto been scattered over the 
secretariats of a dozen separate administrations. But it will 
not escape notice that the proposals outlined above, valuable 
as they are, are essentially of long-term significance; they 
cannot be expected to produce results for some years at the 
earliest. Meanwhile, in the absence of adequate financial 
support some of the most worthwhile parts of the Asian 
national plans must lose momentum. 

The inquiry was primarily a fact-finding exercise and most 


of the recommendations appear to proceed from the basic | 


premise that throughout Asia there exist sizeable surpluses of 
income over expenditure: in other words, potential savings 
waiting to be garnered. This seems to the writer to be an 
assumption of dubious validity. Much of what is written is 
unexceptionable, both as to content and form; but it omits 
to take into account the central fact that the post-war political 
changes in Asia, which we think of chiefly as having brought 
into existence a number of new nation states, also, and perhaps 
more importantly, touched off an economic upheaval the final 
consequences of which we cannot yet see or assess. 


COMPARISONS WITH THE WEST 

Figures are given in the Economic Survey of Asia and the 
Far East, 1947, which assist us to get the picture in focus and 
to make certain comparisons. According to estimates, income 
per head in terms of U.S. dollars of 1946 value was $43 in 
India, $35 in Indonesia and $23 in China, against $660 in the 
United Kingdom and $1,269 in the United States. Such 
groupings of money incomes can be misleading, for it may well 
be that the worker in the paddy field, with a mud hut for a dwell- 
ing, is fundamentally happier than the American or European 
worker suffering the frustrations of workshop and tenement 
life. Nonetheless, the figures do serve to show, in stark outline, 
the wide disparity which exists between East and West in their 
command over material resources. 

The total population of the region covered by the ECAFE 
survey is something like 1,000 millions, and in some of the 
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countries mentioned it is increasing at the rate of 2 per cent. 
per annum. Such a rate of growth is of obvious importance in 
any attempt to assess ability to save. Furthermore, that 
proportion of the population which can be regarded as an 
effective working element is lower in Asia than in Europe or 
North America. The average percentage of the population 
under fifteen years of age is about 40 per cent. in Burma, Ceylon, 
China, India, Pakistan, Korea, Malaya, the Philippines and 
Thailand. In the U.S.A., Canada and certain European 
countries the proportion lies between 24 and 30 per cent. 

In the main, non-workers are not only non-savers but 
require to be supported, thus reducing the potential saving 
capacity of others. Age-groups apart, employment in pre- 
dominantly peasant economies is not continuous throughout 
the year. Climatic conditions and the limitations imposed by 
small holdings often reduce effective working time by as much 
as four or five months annually. While these factors must 
adversely affect a community’s ability to save, they are not 
the prime causes of the deficiency in capital formation. Nor 
is the political instability in many of the countries of the region, 
to which the ECAFE report quite properly draws attention. 
Political instability takes many forms, in some of which it is 
arguable that it creates an individual preference for liquidity 
as a hedge against the unforeseeable and thereby, in the short 
run, stimulates individual saving. 

Inflation during and after the war, of course, had its 
effect on savings in Asia as elsewhere. It encouraged the 
higher income-groups to go in for speculative deals in shares 
and commodities and, by reason of mounting living costs, 
limited the saving capacity of those in receipt of lower incomes. 
But in most of the Asian countries inflationary pressures have 
for some time been on the wane; those which remain spring 
not so much from purely monetary causes as from physical 
shortages arising out of declining production and its failure to 
increase proportionately with higher wage and other incentives. 
The ECAFE survey points out that in some important branches 
of agriculture and industry production in the region is con- 
siderably lower than the level prevailing in the period 1934-38. 
The deficiency is described as “‘ a serious deterrent to the 
mobilization of financial resources ” and the gloomy conclusion 
is drawn that “ the savings required for even moderately rapid 
economic development are beyond existing resources.” 
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III 
FLOW OF EXTERNAL CAPITAL 
For the whole of the modern period of economic history 
the countries of Asia have been net importers of capital from 
the West. Taking India as a case in point, it has been estimated 
that something like £150 millions of British capital were invested 
in the country between 1854 and 1869, the year of the opening 


| 


of the Suez Canal. The ’sixties were years of rapid railway © 


development and at the beginning of 1868 there were nearly 


fifty thousand share and debenture holders, practically all of | 


whom were residents of Great Britain, owning an average of 
about £1,500 of Guaranteed India Railway securities. Down 
to 1878 there was a London loan for India every year except 
during the cotton boom of 1862-5. According to Mr. Leland 
Jenks (to whose Migration of British Capital to 1875 I am 


indebted for the figures given in this paragraph) about £75 


millions had gone into Indian railways by 1870, £55 millions 


of the Indian debt was in British hands in addition to the st | 


which had been previously acquired, and an estimated amount 


of £20 millions had been ventured upon private account in tea , 


plantations, jute mills, banks (by means of shares and deposits) 
and shipping and mercantile establishments. 

Such was the intake of outside capital in the first twenty 
years after the Crown took over the administration of India 
from the East India Company. The social and other conse- 
quences of this precipitation of investment were profound. 
Once the process had commenced, India continued un- 
interruptedly to draw on external sources of development 
capital, mainly British, for something like another fifty years, 
though the annual amounts varied according to needs, oppor- 
tunity and other changing circumstances. By the early 1920's 
Indians themselves had begun to provide a fair proportion of 


the new capital required for trade and industry, though sterling | 


loans continued to be raised in London by the Government of 
India until the middle ‘thirties. Of equal importance to the 
inflow of external capital was the reinvestment in the country 
of profits made there by the foreign trading community, again 
mainly British. This provided a steady flow of investment and 
by example encouraged both the overseas and indigenous 
entrepreneur. 

Early in the second world war some disinvestment began 
to take te ptimarily as a hedge against the political changes 


1 Out of a rupee debt, e equivalent to £44 millions, reported in 1858, tw two thirds was 
registered in the names of European residents in India. 
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that were already on the horizon, partly to strengthen the 
affiliations of non-Indian concerns with the country in which 
they operate and partly because Indian investors themselves 
were willing, and at that time able, to pay a good price for an 
interest in industrial and commercial concerns of high standing. 
The cash value of this process of disinvestment has not been, 
and probably cannot now be, even approximately calculated. 
An inventory of foreign capital taken by the Reserve Bank of 
India showed that at their current market values there were 
approximately Rs 518-90 crores (£389 millions) of investment 
in the hands of non-Indians at 30th June, 1948, of which 
Rs 375: 61 crores (£282 millions) were owned by U.K. nationals, 
Some subsequent further small disinvestment in the managing 
agency field has probably been offset by U.K. investment in the 
large integral manufacturing concerns, mainly engaged in the 
making of somewhat specialized products for which India still 
requires to import capital and expertise. 

With some refinements, and in lesser degree, this rough 
picture of capital formation in India holds good for all the 
countries of South-East Asia. The broad stream of new invest- 
ment derived from the mobilized savings of the West; local 
savings came in through tributaries which, with the passage of 
time, have grown in size and now that the old river bed is 
drying up they must do the work which it formerly did. The 
second world war merely accelerated processes which had begun 
earlier, and the post-war constitutional settlements required 
that the new successor governments of the region should 
define in formal terms their attitude to foreign capital. 

In the event, such definitions were generally cautious and 
restrictive, and at best a reluctant admission of the need for 
external capital. Exchange control and (in India at least) the 
office of the Examiner of Capital Issues—set up to ensure the 
best war-time use of finance and other resources—furnished 
ready-made machinery for regulating the admission of foreign 
capital. Political uncertainties and the fact that the U.K., from 
which development capital had been mainly replenished in 
the previous hundred years, had become a debtor country 
meant that, in fact, the intake of new commercial investment 
from the West was reduced to a mere trickle by comparison 
with the former volume. The sterling balances have been used 
to purchase capital equipment and to make good deficiencies 
in the balance of trade and payments, and it is probable that 
outlay for the latter purpose has been a good deal higher than 
was contemplated eight years ago. 
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IV 
CLIMATE OF OPINION 

Saving, both individual and corporate, is an integral part 
of the technique of capitalism, for the preservation of which 
it is not unfair to say the successor governments of South-East 
Asia have hitherto shown no special solicitude. Admittedly, 
an important part of India’s Five Year Plan, for example, has 
been ieineel to the private sector of the economy for execu- 
tion but, on the whole, the trend of legislative, ministerial and 
official thought is towards collectivism. Free enterprise is 
tolerated and given a certain qualified blessing because, for the 
present at least, it is obvious that it works and produces results. 
That it does so in a climate of opinion which is critical of its 
basic assumptions says a good deal for the inherent strength 
of the system. 

If all other factors could be ignored, perhaps the best 
hope for the future of free enterprise in South-East Asia would 
be found in the purely negative and cynical conjecture that the 
more grandiose socialization schemes will collapse because of 
the failure to generate, by adequate savings, the finance neces- 
sary for their initiation and maintenance. In such a hypothetical 
situation private enterprise, having proved its survival value, 
might then enter upon a new lease of life. In reality “ all other 
factors ’’ cannot be ignored. The political upheaval that would 
almost certainly follow a failure to implement, say, the Indian 
Five Year Plan, might well engulf the Government of that 
country and with it the whole capitalist fabric of the economy. 
Thus, both the administration and free enterprise have a strong 
interest in seeing that the Plan succeeds, however much 
ministers may deplore the need to accommodate some 
capitalistic notions or businessmen may deplore the Plan’s 
socialistic concepts. And savings are the foundation and 
groundwork of this investment Plan, as of all others. Indeed, 
even if no social advance had been planned, the rapidly growing 
populations of the East require for the mere maintenance ot 
the existing low standard of life a proportionate growth of 
capital. The ECAFE report raises serious doubts whether the 
necessary minimum of individual or corporate savings is being 
attained. 

At the same time as the flow of private enterprise from 
West to East has been seriously curtailed, the successor 
governments of South-East Asia have shown no great concern 
for the susceptibilities of their own limited investing public. 
In many cases landlords have been dispossessed in favour of 
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peasant proprietors. Whatever the social or ethical merits of 
such measures may be, they certainly have not added to the 
sum total of investment funds available for public loans or new 
issues for industry. It is not generally appreciated, for example, 
how much new money found its way into Indian Government 
loans and industrial equities from the pockets of the former 
ruling princes and wealthy zemindars, who were an important 
segment in the earlier investment pattern. There may well be 
sound political reasons for the disappearance of these privileged 
members of society, but no assessment of the outlook for new 
capital formation can ignore the gap which has thereby been 
created. Privy purses have been drastically cut down and in 
the face of an uncertain future the princelings of Asia have 
shown a natural preference for liquidity, with the result that 
investment portfolios have been lightened and new commit- 
ments are not being made. 


PAKISTAN AND BURMA 

On sundry occasions in the last six years, ministers and 
others in authority in Pakistan have inveighed against the 
marked preference which the Pakistani investor shows for 
trade as against manufacturing enterprise. The number of 
Pakistanis who can be regarded as rentiers or capitalists in any 
real sense of the word is exceedingly small in proportion to the 
total population. The capital required for large-scale industrial 
ventures has mainly been forthcoming from a mere handful of 
men. 

The great majority of this relatively limited number of 
savers and investors prefer to put their money into small-scale 
trading ventures with a limited turnover and offering the 
prospect of a quick profit. The State’s responsibility for 
development schemes is recognized and State participation has 
been found necessary to get a number of selected industrial 
undertakings under way. The financial crisis through which 
Pakistan is now passing suggests that for some time to come 
neither the Karachi Government nor the small body of Paki- 
stani investors are likely to have large surpluses available for 
industrial expansion. It is therefore probable that those 
development projects which are still in their early stages, or are 
unlikely to yield quick results, will have to be suspended or put 
on a care and maintenance basis. It seems unlikely that 
industrial development can be carried very much further by 
the few courageous entrepreneurs who have been chiefly 


_ | The present severe import restrictions are beginning to have a favourable effect on the 
investment market and quite recently three new industrial flotations received a wide 
measure of public support. 
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responsible for such progress as has been made since 1947, 
whilst the recent grave food position in Pakistan does not 
encourage the view that the agriculturist is sitting on large 
undisclosed stocks of grain, or that he is in possession of sub- 
stantial reserves of untapped savings. 

Burma presents a curiously mixed picture, in which the 
need for increased individual savings is perhaps less imme- 
diately obvious than elsewhere in South-East Asia. In spite of 
the ravages of the Japanese occupation, of prolonged civil war, 
the accompanying breakdown of law and order over large tracts 
of the country, of the slender administrative resources of the 


Rangoon Government and the fragmentation of the country’s . 


economy, Burma’s finances are in a reasonably sound condition 
to meet the foreseeable demands of planning and development. 
The Burman has hitherto enjoyed a somewhat higher standard 
of living than the Indian and Pakistani, and though the country 
is now a net importer of oil, formerly one of its most valuable 
products, it is still an exporter of rice, for which India and 
Ceylon provide assured markets—this despite the fact that the 
national output of all commodities is now estimated at no more 
than 81 per cent. of 1938-9. The statistics show that such 
banks as are operating maintain an unusually high degree of 
liquidity, presumably because advances to trade and industry 
are restricted by the unsettled conditions which prevail in 
the interior and by the fact that, since Burmese independence, 
surplus funds are no longer transferred to India, as was the 
case when Burmese monetary policy and currency control were 
vested in that country. 

In the past, almost all the fixed and working capital of 
Burma’s economy was supplied by British, Indian or Chinese 


business interests, mainly by the first two. Purely indigenous | 


investment in industry or utilities amounted to very little (the 
Burman with spare funds mostly elected to stake them in rice- 
land or money lending) and under present conditions there is 
little scope for such investment, even if it were forthcoming. 

Burma’s present deficiency is not so much in capital 


formation as in the acquisition of technical skills in which, even | 


by Asian standards, she lags far behind her neighbours. Though 
Burma has declined further official U.S. aid, she has recently 
employed a firm of American consultants—economists and 
engineers—to prepare an eight-year development plan involving 
an investment programme of eight hundred crores of Burmese 


kyats (equivalent to about £600 millions). Immediate prosecu- | 


tion of certain projects, which is under consideration, would 
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cost K1oo crores (£75 millions), thought to be comfortably 
within the country’s present financial capacity. But on a longer 
view an expanding economy demands a steady supply of capital, 
and there is not a great deal in the past record of Burma to 
encourage the hope that individual or national thrift will 
regularly furnish the necessary investment surpluses. 


VI 
THE CASE OF CEYLON 

Ceylon, like Burma, has traditionally been an importer of 
Indian labour and both countries have been anxious to reduce 
the drain of the latter’s remittances home, which, in the case 
of a million Indians in pre-war Burma, were estimated at £5 
millions annually. No contemporary remittance figures are 
available for Ceylon, where Indian immigrants, or descendants 
of Indians, employed on tea and rubber estates numbered just 
over 700,000 in 1951. Mention is made here of these emigrant 
remittances because they do show that, under certain rigorous 
and self-imposed conditions, it is possible for the unskilled 
labourer in South-East Asia to achieve a surplus of income over 
expenditure : that is, to effect personal savings. The Indian 
labourer seeks employment in neighbouring countries not 
because he prefers to work there but in order to support himself 
and dependents at home; and he does this despite the sharp 
practices and disabilities to which he is sometimes exposed by 
labour contracts and indenture. 

During and since the war, Ceylon has experienced a num- 
ber of good years and until recently there was a strong demand 
for her products. Foreign capital, chiefly British, has played 
the same fruitful réle in Ceylon as elsewhere in South-East 
Asia. It now operates under the limiting factors that have 
become general throughout the region and are the outward and 
visible manifestation of a growing economic nationalism. 
Ceylon’s population, numbering about 5-3 millions in 1931, 
had increased to 6-3 millions in 1944, and is rising at the rate 
of 2:8 per cent. per annum. The broad aim of policy is the 
Welfare State, and a campaign against malaria, initiated during 
the war, has already halved the death rate, with a consequent 
pressure upon existing resources. Tea, rubber and coconut 
production has practically reached the limits set by available 
land and there is a clear need for some diversification of the 
economy. 

Arecent International Bank mission sees the solution of some 
of the island’s difficulties in the better use of the under-utilized 
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land, in raising the productivity of plantation crops, in 
the provision of better transportation and electric power 
(Ceylon has some 20,000 villages) and in measures to stimulate 
industrial growth. To prevent a decline in living standards, or 
even perhaps to raise them slightly, calls for an annual invest- 


ment of Rs 550 millions (£41 millions), or between ten and , 


twelve per cent. of the gross national product, for some years to 
come. Obviously, there must be doubts whether capital 
formation on this scale is within the capacity of the people of 
Ceylon, even if savings were to reach a level much higher than 
the present unknown per capita figure. 


VII 
REDISTRIBUTION OF INCOMES 
To summarize this brief examination of savings and invest- 
ment in certain Asian countries, suggested by the ECAFE 
inquiry, we may say that in the past the foreign investor has 


supplied the great bulk of risk and development capital. Today, , 


when governments in South and South-East Asia have taken up 
large-scale public works and other planning projects, there has 
emerged a serious shortfall in domestic savings at a moment 
when, for one reason or another, foreign investment has fallen 
to its lowest ebb. The post-war governments of the region have 
pursued two main lines of policy which, in the circumstances 
confronting them, were bound to prove somewhat contradic- 
tory. They have endeavoured to secure for the peasant and the 
factory and office worker a larger share of the profits of produc- 
tion—on the face of it an entirely laudable desire. But, by and 
large, such gains as have accrued to these classes have not 
come from increased output, but by entrenching the rewards 
of ownership and management. 

This redistribution of current income has affected invest- 
ment adversely, because it has taken away from those who are 
the traditional savers to give to those who are not, and given 
their conditions of life probably cannot be, savers. The mone- 
tary benefits accruing to the clerk, the peasant or the artisan— 
living in most cases only just above the subsistence level—have 
doubtless been very welcome, but they have been quite in- 
sufficient to make him into a saver in any positive or functional 
sense. A clerk drawing a monthly salary of Rs 180 who suddenly 
finds himself in receipt of a further Rs 50 per mensem, as the 
result of a wages award by an industrial tribunal, will almost 


immediately find half a dozen good domestic reasons why the _ 


increment cannot be saved but must be spent. 


leve 
to i! 
priv 
has 

entk 


into 
shov 
vast 


tives 
gove 
nati 
easil 


reac. 
stan 
natic 
of c: 
alter 


able 
and 

Asia 
plan 
unde 
what 
inve: 
form 


confi 


mor: 


of L 
signi 
been 
peric 
coun 
—wi 


Ss, in 
ower 
ulate 
is, or 
vest- 
. and 
irs to 
ipital 
le of 
than 


vest- 
AFE 
> has 
day, 
n up 
> has 
nent 
allen 
have 
nces 
\dic- 
| the 
duc- 


not 
ards 


rest- | 


) are 
iven 
ne- 


lave 
in- 
onal 
only 
the 


10st 


the | 


27 


At the same time as this redistribution of income has been 
taking place, the governments of the region have pushed the 
level of taxation up to a point where it acts as a definite deterrent 
to individual and corporate saving. Even if their attitude to 
private enterprise as a whole, and particularly to foreign capital, 
has not been unfriendly it has stiffened. With laudable 
enthusiasm they have propounded ambitious schemes of social 
and economic advancement, requiring capital outlays running 
into thousands of millions of pounds, but have at the same time 
shown insufficient regard for the financial implications of the 
vast political changes which have taken place since 1947. 

Whilst depriving private enterprise of some of the incen- 
tives necessary to achieve maximum results, the successor 
governments nonetheless look to it to replenish dwindling 
national stocks of development capital. The two things are not 
easily reconciled. In consequence, net annual additions to 
productive capacity are likely to decline, or at least to fail to 
reach the levels postulated in the various plans, unless sub- 
stantial new sources of capital are found. In the eyes of Asian 
nationalism it may be regrettable that Asia has been an importer 
of capital for more than a century and a half. That does not 
alter the fact that the deficiency of capital they are now facing 
is unlikely to be made good by indigenous savings in the measur- 
able future. Even if a new social convention in favour of saving 
and investment took firm root in the countries of South-East 
Asia, some foreign capital will still be necessary if the national 
plans are to be carried through, but it will hardly be willing to 
undertake risks of which domestic investors fight shy. From 
whatever causes, the progressive withdrawal of the foreign 
investor during the last decade has not only left a gap in capital 
formation as such; it has also created a void in investment 
confidence at a time when it was most necessary to sustain the 
morale of the investor. 


VIII 
OLD PREJUDICES 

By contrast with the situation in Asia, the growing volume 
of U.S. dollar investment in Latin America is not without 
significance. Since 1945 the intake of capital from the U.S. has 
been at a rate which would double the amount in a ten-year 
period, and it is mainly direct private investment in five 
countries—Brazil, Costa Rica, Venezuela, Uruguay and Panama 

—which has achieved this result. 
Commenting on this, the Federal Reserve Bulletin for May, 
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1953, says that the changed conditions in world supply and 
demand during the post-war period increased the incentives 
for foreign private investment in Latin America, particularly 
in the development of raw materials. But, adds the Bulletin 
pointedly, “ because conditions that affect the security and 
profitability of foreign investment varied widely, countries that 
seemed to have the requisite natural resources did not neces- 
sarily experience the largest increases in direct foreign invest- 
ment.” To carry the point to another part of the world, in 
South and South-East Asia the requisite natural resources are 
frequently to be found in those countries which have the greatest 
need of development capital. But in those same countries it is 
often the case that suspicion of foreign capital is strongest and, 
to put it no higher, misunderstanding of the réle of the investor 
flourishes. 

The plain fact is that neither lenders nor borrowers are 
likely to achieve theoretically ideal conditions for their trans- 
actions in South and South-East Asia in the foreseeable future. 
And here perhaps is an opportunity to say that even if all the 
other difhcultics—political, administrative, monetary and 
ideological—could be smoothed out, and the wheels of foreign 
investment could again be geared to the capital needs of the 
under-developed countries of the region, it would still be neces- 
sary for both sides to submit to a far-reaching psychological 
readjustment before a new approach can be made to investment 

uestions. No small part of the present impasse in investment 
} mr from the psychological fixations of the past. The pre- 
dominantly emotional attitude towards the problem in the 
new nation States of South and South-East Asia has its roots 
in the fact that, for a hundred years or more, foreign capital 
has been held up by nationalist leaders as the villain of the 

iece. 
, Old prejudices die hard, and Asian thinking has not yet 
come round to a rational, dispassionate and objective view of 
the uses of foreign capital. The grievances, real or imaginary, 
of a century are not to be wiped out in five or six years. Asians 
find it difficult to believe that investments from overseas carry 
no political commitments or other entanglements. Unversed 
in the techniques of international lending, Asian public opinion 
tends to interpret perfectly reasonable emma for security 
as proof of further sinister intentions. All reasonable people 
will agree that foreign investment should neither be sought nor 
given on terms that are repugnant to Asian self-respect, for 
therein would lie the seeds of much future trouble. On the 
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other hand, it is not always appreciated in Asia itself that self- 
interest and self-respect can frequently be brought together 
without loss of principle. Indeed, that is the essence of states- 
manship. 

Not all the fault lies on one side. Western entrepreneurs 
too often forget that the new spirit in Asia demands that foreign 
enterprise shall not merely bring with it increased wealth, but 
shall also add to social welfare. Social welfare is not easy to 
define. In a recent book, Nationalism and Communism in East 
Asia, Professor Macmahon Ball of Melbourne University makes 
the point admirably when he says that it cannot be measured in 
purely material terms. Rising national income, thriving over- 
seas trade and increasing population, which were more or less 
permanent features of the period of European domination in 
Asia, are valuable indices of economic progress, but they fail 
to assess social welfare, which can perhaps be best defined and 
measured by its obvious absence from the Asian countries. 

Private investment by itself is unlikely to support the 
development programmes of South and South-East Asia, but 
it has a réle, important and positive, to play in the future, though 
it will inevaeliy be one which is substantially different from 
that which it has filled in the past. Investments for purely 
trading and distributive enterprises are less welcome than 
formerly, the administrations of South and South-East Asia 
showing a strong preference for foreign capital for industrial 
purposes, especially if this brings with it the importation of 
technical and other skills. The joint venture, in which the 
foreign investor and nationals of the country participate, con- 
stitutes a method of investment collaboration which, up to a 
point, offers security and understanding to both parties. It is 
therefore increasingly favoured in a part of the world which is 
likely to be capital hungry for many years to come. 

GEOFFREY TYSON. 
London. 
August, 1953. 








The British Brewing Industry 
By Arthur Seldon 


I 


Diversity is a fundamental feature of the brewing industry 
in Britain. There are well over three hundred independent 
brewing firms operating four hundred breweries and differing 
in size, range of products and distribution methods. Markets 
vary between North and South, between town and country, 
between factory city and coast resort. The brewing firms 
themselves differ greatly in the range of functions they perform. 
In so far as it is safe to generalize, we may think of the typical 
brewer as one who brews and bottles beer and sells it mainly 
in his “ tied” houses but partly also in the “ free” trade, 
About half also make some of their malt; and a handful own 
hop gardens. Several score manufacture soft drinks as well as 
beer, while the majority are of course dealers in wines and 
spirits, and sometimes in other goods, supplied in their houses, 
In short, most brewers combine, in varying proportions, the 
functions of manufacturer, wholesaler and retailer. 


II 
LOCATION AND OWNERSHIP 

Breweries generally are near the consumer because the 
cost of transporting beer from brewery to retailer is greater 
than that of carrying the raw materials, mainly barley, from 
farm to brewery. Beer is bulky relatively to its selling price; 
moreover, particularly in barrel, and if of moderate gravity, 
it must be consumed soon after it is brewed ; and it is therefore 
delivered to retailers in small lots usually at least once a week. 
Brewing is, generally, a relatively small-scale and local industry 
for much the same reasons as mineral water manufacture or 
bread baking. It follows that breweries are most numerous 
where the population is most dense,* but they reach far into the 
countryside. 

In past centuries brewing was a domestic industry, and 
most inns, taverns, monasteries, and farmhouses brewed their 
own beer. Improvements in transportation removed brewing 
to breweries, particularly when mechanization and power 
brought improved techniques. The joint stock company later 
made it possible to finance large breweries. Finally, in the 
last fifty years, the gradual fall in beer consumption induced 


* e.g., London has 19, Edinburgh 18, Manchester 13, Sheffield 9, Birmingham 8. 
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breweries to buy up smaller firms for the sake of their houses 
in order to keep up production and so avoid the steep rise in 
costs per barrel that would have accompanied a decreasing use 
of the plant. (Heavy fixed overhead costs in the brewery make 
insistent the urge to “‘ keep the mash tuns full ’’—the mash tun 
is the vessel in which the first brewing process proper takes 
place.) And it was often necessary to buy a brewery in order 
to acquire retail outlets because licensing laws restricted the 
number of new outlets and most houses were owned by brewers 
(see IV later). 

In the result, the several thousand breweries of 1900 have 
become the 400 of 1953, mainly by absorption of the smallest. 
Yet the smaller local firms are the most numerous. Their 
continued strength lies in four advantages. Despite the improve- 
ments in transportation, the local brewer retains an advantage 
in distribution costs, particularly of draught beers. Local 
palates were formed by the quality of the local water, which 
varies widely ; and tastes in beer are often conservative. The 
local firm can supervise its houses, whether tenanted or 
managed, more easily than can a distant owner; personal 
touch between brewer and tenant, or manager, is difficult 
beyond a given size. And in some cases the local brewer can 
perhaps give the local free trade better service, especially when 
there are unexpected demands. 

Yet large firms, with regional, national or even inter- 
national names, and with an output ten or twenty times that 
of the smaller, have developed for several reasons. First, 
concentration of population in industrial towns furnished large 
markets on the doorstep of the brewery. Second, the water in 
some places, of which the most celebrated is Burton-on-Trent, 
was found to be especially suitable for certain beers, and several 
large breweries were established there. Third, the national 
brewers have overcome high transport costs to distant markets 
by specializing in and developing wide sale of one or two beers, 
thus reaping the economies of very large-scale brewing. The 
traditional national beers were well established in the nineteenth 
century ; in recent years additional firms have been forging 
national markets. 

Whether small or large, brewing firms share an important 
feature : family ownership and control. This has been easy 
enough in those that have remained partnerships or private 
companies. But when public money was needed to buy 
additional houses, it was mostly raised in the form of loan 
capital by debentures. Even in more recent times, when part 
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of the equity has been issued to finance improvements or 
further acquisitions, family control or interest has usually been 
retained. One purpose for which issues of capital have been 
made by public companies is the financing of death duties ; on 
the other hand, the burden of death duties has sometimes 
involved the sale of small businesses unable to raise funds 
from the public. 


III 
THE DERIVATION OF RAW MATERIALS 

The chief ingredient of beer is malt, the dried and cured 
barley grain. It is the quality of the malt (and therefore at one 
remove of the barley used for the malt) which largely determines 
the quality of the beer. One hundred and fifty brewers buy 
barley and make some or all of their malt in their own maltings; 
some buy malt from independent maltsters; the remainder 
select their own barley and have it malted by independent 
maltsters on commission. (Two-thirds of the’ barley used in 
beer is malted by independent maltsters.) To some extent the 
variation in practice results from custom and tradition. Other 
reasons seem to be economic : transport costs, insurance against 
poor harvests and, in more recent years, economies of large- 
scale malting. 

Broadly, country brewers tend to own maltings and town 
brewers to buy malt (or to have a maltings in barley country), 
Bringing the barley direct to the country brewer’s maltings 
avoids the double handling from farm to maltings and from 
maltings to brewery. Again, maltings consist largely of floors 
over which the barley is spread to germinate, and space in the 
country is much cheaper than in towns. Personal and frequent 
touch with the farmer makes for intimate knowledge of the 
crops and better selection. And, since a quarter of barley of 
448 lbs. forms a quarter of malt of 336 lbs., there is some 
saving in handling costs in transporting malt rather than 
barley from barley country to town brewery. 

The quality of the barley varies from season to season in 
different areas; it is therefore a form of insurance for the 
brewer to buy some malt on the open market even if he has a 
maltings. 

Finally, maltings are usually small because they are 
dispersed over the barley-growing areas, though in the last 
thirty years or so it has become cheaper to malt on a large scale 
and several very large maltings have been erected not only by 
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that small brewers who buy malt can thus share in the economies 
of large-scale malting. 

Hops are added to beer to give it flavour and longer life. 
Nine brewers in or near the hop-growing areas own hop- 
gardens. But hops are best grown as one product in a mixed 
farm—the hop plant needs a lot of manure—and brewers 
normally buy their hops from the Hops Marketing Board, to 
which the 1,000 hop farmers have to sell their crop. 

The remaining materials—sugar, yeast and water—call for 
little comment here. Sugar is bought. Yeast multiplies itself 
in fermentation and is sold as a by-product for food, medicines, 
etc. Water has played some part in location; it can now be 
treated to give the qualities necessary for brewing, although 
much is still drawn from deep wells. 


IV 
WHOLESALE AND RETAIL DISTRIBUTION 


Draught beer is sent to the retail outlets soon after it is 
brewed, most of it being sold in the brewer’s own houses. 
Brewers therefore act as their own wholesalers of draught beer. 
Most brewers are also wholesalers of their bottled beer even 
when it is sent to the free trade. But the distribution of the 
traditional national bottled beers to the free trade is usually 
done by independent wholesalers who also bottle them; these 
are both local brewers and specialist bottling firms. 

Beer is retailed in brewer-owned outlets and in the free 
trade. Why does the brewer own retail outlets ? In some cases, 
the brewer was originally an inn-keeper who bought additional 
inns and, perhaps in company with other inn-keepers, 
established a joint brewery. More usually, the brewer was a 
brewer first who was led into inn-keeping in order to make sure 
he could sell his beer. Draught beer is perishable and needs 
close care in the public house cellar. To ensure control of 
quality, brewers might have bought public houses. There are 
also, as in other industries, economies in production, transport 
and accounting to be derived from possession of assured outlets. 
Improvement of public houses could be financed more easily 
by a brewer than by an inn-keeper. How far these advantages 
would have led brewers to buy retail outlets—as they have led 
manufacturers to acquire shops in other industries—is difficult 
to say, because, whether it yielded economies or not, brewer- 
ownership of public houses was made inevitable by retail 
licensing. Brewers now own about 85 per cent. of the 73,000 


noted on-licensed premises in England and Wales. 
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Licensing by local justices was introduced in 1552, though 


for long periods licences were issued freely. It was abolished 
in 1830 but reintroduced in 1869 because excessive drinking 
and drunkenness had become widespread. Licensing, more- 
over, was now made restrictive: new licences were rare and 
many existing licences were declared redundant. In these 
circumstances, brewers bought houses to make certain of access 
to the consumer. Brewer-ownership of inns was known in 
the eighteenth century and earlier, although ties with inn- 
keepers were frequently based on mortgages. It was the 
restrictive limitation on entry into retailing, particularly after 
1869, coupled with social and economic conditions which 


canalized beer sales into the public house, that made large-scale ! 


brewer-ownership of public houses—the modern tied house 
system—inevitable. The same principle is in our day seen at 
work in the tying arrangements in the retailing of petrol: 
restriction of sites for garages under town and country planning 
legislation has led the petrol companies to enter into arrange- 
ments with garages for the exclusive supply of petrol in 
exchange for assistance with redecoration, staff training, etc. 
The significance of security of outlet is also seen in the 
difference in the method of distribution of beer in England 
(and Wales) and in Scotland. In Scotland brewers do not own 
public houses. The reasons are varied: they relate to 
differences in drinking habits and in the attitudes to the public 
house in the two countries, and possibly to the fact that much 
Scottish beer is sold in England (where some houses are owned 
by Scottish brewers). But one reason seems clear: licensing 
law in Scotland is different in many respects from that in 
England; since 1913 the Temperance (Scotland) Act of that 
year, by putting licences at the mercy of periodic local elections, 
has discouraged investment by brewers in licensed properties. 
Loans are, however, sometimes given by brewers to public 
house owners in exchange for agreements to take draught 
beers. When the loan is paid off the publican is free to change! 
his source of supply. 
If manufacturer-owned retail outlets, and ties with 
retailers, are found elsewhere, the brewer’s method of retail 
operation is unique. The brewer in England and Wales 
generally operates his public houses not as multiple shops] 
managed by employees but as properties let or leased to tenants. 
There are two reasons for this system. Except in parts of the) 
Midlands and the North, licensing justices have generally| 
preferred tenants to managers. But the tenant system also 
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has economic advantages of its own. When brewers bought 
houses they did not intend to involve themselves in retailing ; 
the tenant owns the business. The tenant system combines 
the advantages of large-scale financing by the brewer with 
decentralized day-to-day management and personal service at 
the counter. The tenant undertakes to buy the brewer's beers 
and to sell them in the public bar at stated prices, and, 
generally to buy wines and spirits—and possibly other goods— 
through him. In other respects the tenant is a businessman 
running the house independently and taking the risks of trade, 
his profits varying with turnover. This system lies somewhere 
between independent shopkeeping and branch shop manage- 
ment. It has affinities with the American “ voluntary chain,” 
in which a wholesaler assists independent retailers in various 
ways (for example, with finance or staff training) in return for 
an undertaking to buy stated goods from him. 

The tenant system assures the brewer of an outlet for his 
beers while leaving him free to concentrate on his business as a 
brewer. This does not mean that he need take no further 
interest in his houses. Furniture, fittings and stock are usually 
the tenant’s, for which he has paid on entering the tenancy and 
the value of which he recovers when leaving it. On the other 
hand, the tenancy agreement usually provides for maintenance 
by the brewer of the exterior of the house and often of the 
interior. The general tendency has in fact been for the brewer 
to provide more of the equipment and fittings. In the past, the 
equipment for serving draught beer was the property of the 
tenant ; it is now generally provided, maintained and renewed 
by the brewer, who increasingly gives assistance, advice and 
training in the care of draught beer, and more recently in 
hygiene. Some brewers are paying greater attention to interior 
decoration. Not least they advise or assist tenants in widening 
their services, particularly the provision of food. 

The general impetus to these extensions of the brewer’s 
interest in the conduct and amenities of his houses is increasing 
/ competition due to changing social habits and counter- 
attractions. The public house of the 1950’s lives in a different 
world from that of the 1900’s. Then relatively little equipment 
and expenditure was needed ; now much more is required and 
licensees may be unable to meet the new situation without 
increasing assistance from the brewer. 

The flexible arrangements in the relations between brewer 
and tenant are well adapted to a growing interest and 


| participation by the brewer. Although the tenant in theory 
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bears the risks, an interesting device known as “ wet ”’ rent in| 
practice enables the brewer to share the risks. The tenant’s rent 
is paid in two parts: the “ dry” rent—usually a nominal sum, 
much below the market rate, that often remains unchanged 
throughout a tenancy—and “ wet” rent, an addition to the 
price of beer. The combination varies ; in a few firms the dry 
rent is nil. The tenant’s fixed overhead costs are thus reduced 
and the fluctuations in his income evened out: when trade is 
good he can afford to pay more in rent, when trade is poor he 
pays less. The brewer may also assist the tenant with the cost 
of repairs, licence duty or other expenses when he is in 
difficulties. In some cases the tenant has been relieved of all 
responsibility and risk by being made, at his request, a salaried 
manager. 

The tenancy system is used most widely by the smaller 
and medium-sized firms. Many country houses have 
insufficient trade for a full living, and the tenant combines 
inn-keeping with a part-time job. The smaller firm is, also, too 
small for the employment of specialists (e.g. for stocktaking) 
to supervise managed houses. Because of large size, or the 
need for large-scale expenditure to adapt them to changing 
demand, or high building costs, some houses are unsuited to 
tenancy, and they are frequently managed. The tenancy 
system is generally preferred by brewers because it decen- 
tralizes retailing ; they have relieved the tenant of some of the 
risks and responsibilities of retailing in order to preserve the 
main outlines of the system. But social change and competition 
have enforced the use of management in some cases and about 
one in five or six brewer-owned houses is now managed. 

Tenancy and management are thus appropriate in different 
circumstances. It has, however, been found possible to 
combine the advantages of both systems in the method of group 
tenancy. Some houses are leased in a group to a single tenant, 
who instals a manager in each. From the point of view of the 
brewer, the houses are tenanted; from the point of view of 
day-to-day operation, the houses are managed. In many cases, 
group tenancy has been found particularly suited to houses 
lending themselves to the development of catering. 

So much for the “ tied” trade. The importance of the 
“ free’ trade varies widely between different firms. It has 
the usual features of an open market. It is less certain and 
more competitive than the tied trade. It needs active salesman- 
ship and finely adjusted retail margins. It is developed and 
maintained by advertising, and is largely a trade in bottled | 
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beer. It has expanded greatly in recent years. Before we 
examine it, we must look at the market for beer as a whole. 


V 

THE DEMAND FOR BEER AND THE PUBLIC HOUSE 

The 325 brewing firms currently brew 25 million bulk 
barrels of beer a year. The Hulton Readership Survey found 
in 1952 that one in three men have made beer a regular habit 
(drinking it more than once a week), rather more than one in 
three drink it occasionally (once a week or less often) and rather 
less than one in three not at all. One in 17 women have made 
it a habit, one in three drink it occasionally, and nearly two out 
of three not at all. This is the national picture ; it has possibly 
wide local variations. 


Beer Consumption by Groups, 1952 








(EERE eecucar [__~ joccasionar 


Million people (16 and over) 

















Working 
Class 
® WOMEN 
Lower A = c; 
Middie MEN 
Class won| WOMEN 








didce Pe Wwomen 


In 1900, total beer consumption in the U.K. was 36 million 
barrels. During the present century it has thus declined by 
some 30 per cent., notwithstanding an increase of 60 per cent. 
in the adult population and the large rise in the real income of 
the working class. 

The causes of this decline have been the rising beer duty— 
the main cause of the increase in price—the rivals to beer and 
the public house, and changing social conditions. The beer duty 
has risen from jd. per pint of beer of average gravity in 1900 
to 23d. in 1938 and to 83d. in 1953, about half the retail price ; 
it now ranges from 63d. to over Is. per pint according to gravity. 
The yield has risen from £14 millions in 1900 to £66 millions 
in 1938 and £255 millions in the year ended March, 1953. 
Normally, about one half of a brewing firm’s total revenue is 
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paid out in beer duty : of £530 millions spent on beer in 1951, | 


£260 millions was the Exchequer’s share. 
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The stream of rivals to beer and the public house continues. 
The consumption of soft drinks increased more than fivefold, 
from 40 million gallons in 1924 to 220 million gallons in 1952. 
The rivals to the public house seem unending: cinemas, 
indoor and outdoor sports of all kinds, public eating, television 
—and now the third dimension. 

The great social advances of the past 50 years—in living 
conditions, in education, in mental horizons generally—created 
a demand for new ways of spending leisure ; higher incomes 
gave the working people access to recreations and amenities 
formerly beyond their means. Beer consumption was once 
regarded as an index of wage-earnings. In the short run the 
relationship holds—in the trade cycle or as between more 
prosperous and less prosperous areas. During the last fifty 
years taken as a whole, the relationship has been inverse: real 
wages rose, but beer consumption fell. 

Beer and the public house have come through a difficult 
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‘95% half century, although improving techniques, amalgamations 
and lower gravities have reduced costs and helped to maintain 
profits. But the industry has been changing with changing 

—— social and economic conditions: the range of its consumers 

aes has widened, the content and packaging of beer is being 

™ adapted to modern tastes, the services of public houses are 
being widened. Beer is following the consumer to his new 
social resorts, as well as into his home. 

Beer has penetrated to the middle classes and the 
| well-to-do, both among men and women, almost as far as it 
| had done in the working classes—the traditional beer-drinkers. 
Beer used to be characteristically a heavy, strong drink mainly 
| for men; the public house was mainly a working man’s haunt. 
_ Heavy draught ales are still popular among manual workers 
but beer is increasingly hesuedl is moderate and lower gravities, 
less bitter than in the past, brilliant and “ sparkling ” in order 
to appeal to the eye as well as to the palate, and bottled to 
satisfy women, who look for elegance rather than volume, and 
the modern preference for packaged goods. In 1900, less than 
5 per cent. of beer was bottled; in 1938, 25 per cent.; in 
7 1953 about 35 per cent., though varying from 50 per cent. or 
more in the South to 15 per cent. or less in the North. 
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real |‘ petition and social change, and with increasing assistance from 
the justices, widened its services to appeal to middle-class as 
ult well as to working-class customers, and to women as well as to 
men. To beer, wines and spirits, it has been adding soft drinks, 
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food and ancillary goods such as cigarettes, and it has been 
providing better amenities ques with those available in 
other social resorts. In some houses the main demand is for a 
drink in the company of equals, with little call for food, 
But what the public house in general means to the customer 
of the mid-twentieth century is suggested by the findings of a 
Hulton Research survey in 1948: of men with a favourite 
house, 15 per cent. chose it for its beer, the remainder for its 
atmosphere, comfort and company, its service, landlord and 
staff, and for its amenities. 

Finally, although the public house remains the main 
outlet, beer is sold also in other places—clubs, restaurants, | 
public amusements, at sports events, and in off-licences for 
home consumption. The brewer is having to sell increasingly 
elsewhere than in his houses. 


VI 
BREWING AND PROPERTY-OWNING 


Two conclusions follow : first, many brewers are coming 
to depend relatively less on their tied houses and more on the 
free trade; second, the public house is depending relatively 
less on beer and more on other commodities and services. 
Beer and the public house remain very closely related but 
less closely than hitherto. The typical brewer, also, is not 
only a manufacturer of beer. He has acquired a second interest 
—that of inn-keeper or licensed property owner—which is 
having to be given independent attention in its own right. 
By sheer weight it looms large enough in his accounts: three- 
quarters of the industry’s assets are in licensed premises. 

The “ status” of the public house has gradually been 
changing from that of a means to that of an end in itself. It 
was bought as a retail outlet for beer, a condition of the brewer's 
survival. Social and economic change has seen the brewer 
ready to develop it as more than an outlet for beer, to see it 
merge with the social club and the restaurant, to regard it as 
an investment in property. Increasing competition has seen 
him ready to embrace functions he did not contemplate when 
he bought it. In a few cases, indeed, the acquired réle of 
property-owner has been placed first. Several small firms 
concentrate on developing their houses ; they have closed their 
breweries and take all their beers from other brewers. Such 
extreme steps are exceptional; the general tendency so far 
has been to raise the owning of property nearer to equality | 
with the brewing of beer in the brewer’s business. 
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VII 
THE IMPACT OF BOTTLED BEER 

The increased demand for beer in bottle has more than a 
little to do with these trends. It has increased competition 
within the industry. The security of local markets rested 
essentiallyon draught beer. Bottled beer has a longer life than 
draught; it needs little equipment in the public house and 
can be stocked in wider ranges; although its transport costs 
are even higher than those of draught, consumers seem pre- 
pared to pay the higher price (or bottling can be decentralized 
to reduce transport costs). Bottled beers can therefore be sent 
over longer distances; they give brewers a new freedom of 
manceuvre ; they enable them to sell in each others’ areas. 
The increase in local competition is acting as a stimulus to 
improvement all round. 

Bottled beer has also given the brewer a new method of 
expansion. Some firms are growing by amalgamations, others 
by advertising bottled beers, some by both. The increase in 
bottled beer is changing not merely the form in which 
aoe, is retailed, but also the structure of the industry 
itself. 

The intermingling of brewers’ markets means a wider 
choice of brands of beer in each area. It may also increase the 
range of brands within public houses: some local brewers are 
stocking the new national beers in addition to the traditional 
national beers. There have also been exchanges of bottled 
beers between brewers. On the other hand, several local firms 
are brewing beers to meet the new competition. 

Not least, bottled beer means not only competition 
between brewers but also possibilities of co-operation. 
Exchanges of beers may save transport costs on draught beers 
and, by enabling brewers to increase the output of particular 
beers and perhaps to concentrate on a smaller range, may 
reduce brewing costs. 

VIII 
THE FRAMEWORK OF LICENSING 

During the decades in which the high degree of monopoly 
of beer and the public house has been replaced by a high 
degree of competition, the principles of the licensing laws have 
remained largely unchanged. The licensing laws and the 
justices between them still control retail outlets for beer, wines 
and spirits (but not clubs): their opening; their conduct 
(hours of business, ages of customers, lay-out, physical con- 
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struction, amenities, and operation by tenant or manager) ; 
often, in fact if not at law, their closing. 

Since 1904, the privilege of new on-licences in England 
and Wales has been recognized in the payment of ‘“‘ monopoly 
value,” a levy assessed by the justices as the difference in the 
capital value of a house licensed and unlicensed. The value of 
the licence, which rests on the monopoly created by the law, 
is returned to the State. During the life of a licence, a further 
levy, also fixed by the justices, may be paid into a local Com- 
pensation Fund, out of which compensation is paid for licences 
declared redundant. 


The changes in the market for beer and the public house’ 


have affected these arrangements in practice. Competition 
means that the industry is controlled by the laws of supply and 
demand as well as by the laws of licensing—that is, by the 
consumer directly in the open market as well as indirectly 
through the law. Adam Smith’s “ invisible hand,” which 
harnesses private interest to social advantage, has been coming 
into its own. Economic or commercial criteria have been 
brought closer to social criteria: what pays the businessman 
is probably in the public interest, and what does not pay him is 
probably not in the public interest. 

A new house will be opened if there is a demand for it 
(and the justices grant a licence); conversely, a house that 
does not pay is in a significant sense redundant. A new 
house is controlled by an assessment of probable trade in 
relation to capital and maintenance costs as well as by the 
justices’ licence ; and, at present building costs and with the 
need to offer amenities of high standards, brewers must make 
the assessment with double caution. Increasing competition 
—from clubs, from off-licenses, from licensed restaurants and 
indeed from social recreations generally—has also undermined 
the monopoly conferred by the justices’ licence. While 
licensing control may sometimes raise standards in amenities, 
competition has been improving houses to a level that has often 
evoked approval and praise from the justices. Finally, houses 
have been closed without waiting for them to be declared 
redundant, because the loss on them was great enough to 
warrant sacrificing compensation. Indeed, no levy is now made 
by the justices in 54 out of 122 areas. The economic inter- 
pretation of these decisions is that redundancy no longer 
requires action by the justices: redundant houses will have 


little trade ; redundancy is revealed in the free market by a | 


lack of demand; the commercial and social criteria are one. 
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The opposite situation is common: although the brewer 
is free to give up the licence of a house that does not pay, he 
usually keeps it going if requested by the justices. This social 
obligation can be carried by the larger firms, but it imposes a 
heavy drain on the smaller country brewer. 


IX 
TRADITION AND COMMERCIAL MOTIVES 


Scrupulous attention to costs enforces decisions that 
disturb business or social relationships. There are brewing 
firms whose technical efficiency and commercial enterprise 
compare with the best in British industry. The managements 
of many breweries, as of other companies, are responsible 
to shareholders and must follow the dictates of the 
market. Nevertheless, brewers cannot always observe strictly 
commercial canons. Brewing is not the only industry that 
takes a long and a wide view of the impact on trade and public 
sentiment of its business decisions but it exhibits this broader 
view perhaps more plainly than do other industries. Un- 
profitable houses may be maintained year after year; beers 
are not always discontinued when the demand for them falls 
below the margin at which revenue covers costs; tenants 
who have long since seen their best days are sometimes kept 
well into old age, even into the eighties. In other words, profits 
have sometimes been put second to prestige, or popularity, or, 
not least, pride : a son who inherits a business will wish to pass 
it on undiminished. A brewing business is also a colony of 
houses ; to close one is to abandon a member of the colony, 
and so the strong support the weak. Business decisions which 
have salutary but harsh consequences cannot, moreover, be 
taken lightly by men who are often prominent in local life. 
Nor is it easy to deal on strictly business lines with public 
houses that are not merely multiple shops but also traditional 
centres of social life, and whose tenants are also often local 
figures. 

Yet in an increasingly competitive market there is 
obviously a point at which the cost of ignoring cost may 
become intolerable. The brewing industry is too closely inter- 
woven with social life to permit sensitive response to economic 
stimuli. But it is having to pay closer regard to cost, to see 
where it can save expense in the brewery, to review the earnings 
of its houses. It needs skill and patience to adapt the practices 
and attitudes of decades to the harsh economic realities of 
today without impairing social and public approval. 








Xx 
CONCLUSION 

This short survey has had to confine itself to — 
outlines and main trends. It has not been possible to refer to 
the increasing attention (seen especially in the recent establish- 
ment of the Brewing Industry Research Foundation) to the 
scientific control of materials and of processes which in 
essentials have remained unchanged for centuries and which 
are still an art as well as a science; to the generally loose 
organization of the industry, arising essentially from the 
diversity of the firms; to the dependence on “ gentlemen’s 


agreements”’ rather than on formal sanctions to secure’ 


adherence to common trade policies ; to the increasing export 
efforts of recent years and to other aspects. These take their 
place in the general picture we have tried to draw of the 
industry as a group of firms, varying in size and structure, but 
all exposed to high taxation, social inhibitions and legal 


restraints, adapting their business methods and attitudes to an | 


environment of increasing social acceptance and economic 

challenge. 

London. ARTHUR SELDON. 
August, 1953. 





Statistics: Explanatory Notes 


Gold and Dollar Reserves.—Since April, 1952, our gold and dollar reserves 
have shown an almost continuous recovery; unfortunately, little more than one- 
third of the losses during the 1951 crisis had been regained by August, 1953. 


U.S. Imports.—Notwithstanding a widespread impression to the contrary, 
U.S. imports of finished manufactures have been growing even more rapidly than 
the American national income since the war. Imports of crude materials, while 
considerably above pre-war levels, have been fairly static in terms of quantity, 
though their dollar value rose spectacularly during the 1950/51 boom in commodity 
prices. 

Germany and Japan.—The charts on page 48 help to put into perspective our 
competitive position vis-a-vis Germany and Japan. It will be seen that, compared 
with pre-war, the United Kingdom shows the largest increase both in industrial 
production and in exports, while in both respects Japan lags considerably behind. 
In terms of dollars, both British and German export prices have kept fairly level 
with American export prices ; by 1951 Japan had become a high-cost economy but 
more recently her export prices have been declining steadily. 


Allocation of Company Income.—In the top chart, Line A shows the gross 
income of companies (plus capital transfers such as war damage payments, but 
excluding remittances and taxes paid abroad). Line C shows what is left after pro- 
viding for the maintenance both of fixed and circulating capital, on the assumption 
that stock appreciation and depreciation allowances are estimated correctly in the 
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latest statistics. After payment of taxation, dividends and interest, the residue 
available for the finance of any additions to capital is shown in Line E. 

It will be seen that this residue was declining steadily until 1951, even in terms 
of money. In 1952 the residue rose sharply but, allowing for the intervening rise in 
prices, was in fact still smaller than in 1948 in terms of command over real resources. 
Moreover, the rise in 1952 was due partly to the shrinkage in initial allowances. 
If it is assumed that initial allowances in 1951 were no more than adequate, it follows 
that in 1952 the residue (which, as has been said, represents the total funds available 
to companies to finance additions to capital) was in real terms considerably smaller 
than in 1949 as well as 1948, 

U.K. Overseas Trade.—Some of the major trends since 1900 are brought out 
in the charts on page 50. In the years before 1914 exports grew rapidly in volume 
compared with imports, enabling us to invest large sums overseas ; the corresponding 
movement since 1946 has been rendered necessary by the loss of invisible income 
and an adverse movement in the terms of trade. 

Raw Material Prices.—Prices of many leading commodities are now back to 
about the same levels as before the Korean war, copper being a notable exception. 
This means that sterling commodities such as rubber, tin and wool, which rose 
more steeply during the twelve months following the outbreak of the Korean war, 
also show a much steeper subsequent fall than many “ dollar’ materials. 

Industrial Production.—After the set-back of 1952, there has been a good 
recovery in industrial production, which in the first six months of this year was 
4 per cent. higher than in the first half of 1952. The revival has been most marked 
in consumer goods industries, such as textiles and clothing, which experienced the 
greatest recession in 1951/52. 

Bank Deposits.—Lloyds Bank’s index of clearing bank deposits reached a 
new peak in August of 106-2 (1948 = 100). In the first eight months of 1953, 
deposits (net of balances with other banks and items in course of collection) were 
about 24 per cent. higher on the year and 4 per cent. higher than in the corre- 
sponding months of 1951. 

Meat.—In recent years, as shown by the first chart on page 54, we have been 
drawing considerably more of our total meat supplies from home production than 
from overseas sources. While supplies from New Zealand have been well maintained, 
imports from both Argentina and Australia have fallen considerably below pre-war 
levels, as shown by the second chart. 


Publications Received 
PAPERS IN ENGLISH MONETARY HISTORY 
Edited by T. S. Ashton and R. S. Sayers 
(Oxford University Press, 18s. net) 


Six of the papers concern the controversies of the late 18th and early 19th 
centuries, two the Bank Charter Act of 1844 and two the pre-1914 gold standard. 
Their high quality is indicated by the distinguished names of the contributors, who 
include, in addition to the two editors, Mr. J. K. Horsefield, Prof. F. W. Fetter and 
the late Prof. P. Barrett Whale. 


AUSTRALIA AND THE MIGRANT 
(Angus and Robertson, 12s. 6d.) 


Sei Papers read at a recent summer school of the Australian Institute of Political 
ence. 
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